ARC 0361C

REVENUE DEPARTMENT][701]
Adopted and Filed

Pursuant to the authority of lowa Code sections 421.14 and 422.68, the Department of Revenue hereby
amends Chapter 42, “Adjustments to Computed Tax and Tax Credits,” and Chapter 52, “Filing Returns,
Payment of Tax, Penalty and Interest, and Tax Credits,” lowa Administrative Code.

Notice of Intended Action was published in IAB Vol. XXXV, No. 3, p. 221, on August 8, 2012, as
ARC 0253C.

These amendments are adopted as a result of 2012 Iowa Acts, Senate File 2342, which amends lowa
Code section 422.33 and adds new Iowa Code sections 422.111 and 422.11L.

Item 1 amends 701—Chapter 42 by adding new rules 701—42.47(422) related to the geothermal heat
pump tax credit and 701—42.48(422) related to the solar energy system tax credit for individual income
tax.

Item 2 amends 701—Chapter 52 by adding new rule 701—52.44(422) related to the solar energy
system tax credit for corporation income tax.

Written comments were received from the lowa Environmental Council and the Environmental
Law and Policy Center. The comments related to proposed paragraphs 42.48(3)“b” and 52.44(3)“b”
regarding preferences given to applications received after the annual cap of $1.5 million of tax credits
has been reached. These paragraphs as published under Notice provided that preference would be
given to applications received in the same year as the installation. The written comments requested
that preference be given to applications received in the prior year that were denied due to the cap. The
Department has agreed to change these paragraphs to give preference to applications received in the
prior year, with the exception of the 2016 tax year, which is the last year for which the credit will be
available.

Paragraph 42.48(3)“b” now reads as follows:

“b. If the application is approved, the department will send a letter to the taxpayer reserving the
amount of the tax credit and providing a tax credit certificate number. The solar energy system tax credit
will be claimed on Form IA 148, Tax Credit Schedule. Any tax credit in excess of the tax liability for
the tax year may be credited to the tax liability for the following ten years or until used, whichever is
the earlier. The taxpayer must attach to any lowa tax return claiming the solar energy system tax credit
federal Form 5695, Residential Energy Credits, if claiming the residential energy credit or federal Form
3468, Investment Credit, if claiming the business energy credit.

“If the department receives applications for tax credits in excess of the $1.5 million available, the
applications will be prioritized by the date the department received the applications. If the number of
applications exceeds the $1.5 million of tax credits available, the department shall establish a wait list
for the next year’s allocation of tax credits and the applications shall first be funded in the order listed on
the wait list. However, if the $1.5 million cap of tax credit is reached for 2016, no applications in excess
of the $1.5 million cap will be carried over to the next year.

“EXAMPLE: A taxpayer submitted an application for a $2,500 tax credit on December 1, 2012, for
an installation that occurred in 2012. The application was denied on December 15, 2012, because the
$1.5 million cap had already been reached for 2012. The taxpayer will be placed on a wait list and
will receive priority for receiving the tax credit for the 2013 tax year. However, if the application was
submitted on December 1, 2016, for an installation that occurred in 2016 and the $1.5 million cap had
already been reached for 2016, no tax credit will be allowed for the 2017 tax year.”

Paragraph 52.44(3)“b” now reads as follows:

“b. If the application is approved, the department will send a letter to the taxpayer reserving the
amount of the tax credit and providing a tax credit certificate number. The solar energy system tax credit
will be claimed on Form IA 148, Tax Credit Schedule. Any tax credit in excess of the tax liability for
the tax year may be credited to the tax liability for the following ten years or until used, whichever is the



earlier. The taxpayer must attach federal Form 3468, Investment Credit, to any lowa tax return claiming
the solar energy system tax credit.

“If the department receives applications for tax credits in excess of the $1.5 million available, the
applications will be prioritized by the date the department received the applications. If the number of
applications exceeds the $1.5 million of tax credits available, the department shall establish a wait list
for the next year’s allocation of tax credits and the applications shall first be funded in the order listed on
the wait list. However, if the $1.5 million cap of tax credit is reached for 2016, no applications in excess
of the $1.5 million cap will be carried over to the next year.

“EXAMPLE: A taxpayer submitted an application for a $2,500 tax credit on December 1, 2012, for
an installation that occurred in 2012. The application was denied on December 15, 2012, because the
$1.5 million cap had already been reached for 2012. The taxpayer will be placed on a wait list and
will receive priority for receiving the tax credit for the 2013 tax year. However, if the application was
submitted on December 1, 2016, for an installation that occurred in 2016 and the $1.5 million cap had
already been reached for 2016, no tax credit will be allowed for the 2017 tax year.”

After analysis and review of this rule making, no adverse impact on jobs has been found. The tax
credits may positively impact job and economic growth for businesses in the state of lowa.

These amendments are intended to implement Iowa Code section 422.33 as amended by 2012 Iowa
Acts, Senate File 2342, section 8, and 2012 Iowa Acts, Senate File 2342, sections 1 and 7.

These amendments will become effective November 7, 2012, after filing with the Administrative
Rules Coordinator and publication in the lowa Administrative Bulletin.

The following amendments are adopted.

ITEM 1. Adopt the following new rules 701—42.47(422) and 701—42.48(422):

701—42.47(422) Geothermal heat pump tax credit. For tax years beginning on or after January 1,
2012, a geothermal heat pump tax credit is available for residential property located in Iowa.

42.47(1) Calculation of credit. The credit is equal to 20 percent of the federal residential energy
efficient tax credit allowed for geothermal heat pumps provided in Section 25D(a)(5) of the Internal
Revenue Code. The federal residential energy efficient tax credit for geothermal heat pumps is currently
allowed for installations that are completed on or before December 31, 2016. Therefore, the lowa tax
credit will be available for the 2012 to 2016 tax years. The geothermal heat pump must be installed on
or after January 1, 2012, to qualify for the Iowa credit. If the taxpayer installed a geothermal heat pump
and initially reported the federal tax credit for a tax year beginning prior to January 1, 2012, no Iowa
credit will be allowed.

EXAMPLE: A taxpayer reported a $6,000 geothermal tax credit on the 2011 federal return due to an
installation that was completed in 2011. The taxpayer applied $2,000 of the credit on the taxpayer’s
2011 federal return since the federal tax liability was $2,000. The remaining $4,000 of federal credit
was applied on the 2012 federal return. No credit will be allowed on the 2012 lowa return since the
installation was completed before January 1, 2012.

42.47(2) Claiming the tax credit. The geothermal heat pump tax credit will be claimed on Form [A
148, Tax Credit Schedule. The taxpayer must attach federal Form 5695, Residential Energy Credits, to
any lowa tax return claiming the geothermal heat pump credit. Any tax credit in excess of the tax liability
for the tax year may be credited to the tax liability for the following ten years or until used, whichever
is the earlier.

This rule is intended to implement 2012 lowa Acts, Senate File 2342, section 1.

701—42.48(422) Solar energy system tax credit. For tax years beginning on or after January 1, 2012,
a solar energy system tax credit is available for both residential property and business property located
in Jowa.

42.48(1) Property eligible for the tax credit. The following property located in Iowa is eligible for
the tax credit:

a. Qualified solar water heating property described in Section 25D(d)(1) of the Internal Revenue
Code.
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b.  Qualified solar energy electric property described in Section 25D(d)(2) of the Internal Revenue
Code.

c¢.  Equipment which uses solar energy to generate electricity, to heat or cool (or to provide hot
water for use in) a structure, or to provide solar process heat (excepting property used to generate energy
for the purposes of heating a swimming pool) and which is eligible for the federal energy credit as
described in Section 48(a)(3)(A)(i) of the Internal Revenue Code.

d. Equipment which uses solar energy to illuminate the inside of a structure using fiber-optic
distributed sunlight and which is eligible for the federal energy credit as described in Section
48(a)(3)(A)(i1) of the Internal Revenue Code.

42.48(2) Calculation of credit. The credit is equal to the sum of the following federal tax credits:

a.  Fifty percent of the federal residential energy property credit provided in Section 25D(a)(1) of
the Internal Revenue Code.

b.  Fifty percent of the federal residential energy property credit provided in Section 25D(a)(2) of
the Internal Revenue Code.

c.  Fifty percent of the federal energy credit provided in Section 48(a)(2)(A)(1)(I) of the Internal
Revenue Code.

d.  Fifty percent of the federal energy credit provided in Section 48(a)(2)(A)(1)(III) of the Internal
Revenue Code.

The amount of tax credit claimed by a taxpayer related to paragraphs 42.48(2) “a” and “b” cannot
exceed $3,000 for a tax year. The amount of tax credit claimed by a taxpayer related to paragraphs
42.48(2)“c” and “d” cannot exceed $15,000 for a tax year.

The federal residential energy efficient tax credits and the federal energy tax credits for solar energy
systems are currently allowed for installations that are completed on or before December 31, 2016.
Therefore, the lowa tax credit will be available for the 2012 to 2016 tax years. The solar energy system
must be installed on or after January 1, 2012, to qualify for the lowa credit. If the taxpayer installed a
solar energy system and initially reported the federal tax credit for a tax year beginning prior to January
1, 2012, no Iowa credit will be allowed.

EXAMPLE: A taxpayer reported a $9,000 residential energy efficient tax credit on the 2011 federal
return due to an installation of a solar energy system that was completed in 2011. The taxpayer applied
$4,000 of the credit on the taxpayer’s 2011 federal return since the federal tax liability was $4,000. The
remaining $5,000 of federal credit was applied on the 2012 federal return. No credit will be allowed on
the 2012 lowa return since the installation was completed before January 1, 2012.

42.48(3) Application for the tax credit. No more than $1.5 million of tax credits for solar energy
systems are allowed for each of the tax years 2012 to 2016. The $1.5 million cap also includes the solar
energy system tax credits provided in rule 701—52.44(422) for corporation income tax. Credits will be
reserved on a first-come, first-served basis.

a. Inorder to reserve the tax credit, a taxpayer must complete an application for the solar energy
tax credit. The application must contain the following information:

(1) Name, address and federal identification number of the taxpayer.

(2) Date of installation of the solar energy system.

(3) Copies of invoices or other documents showing the cost of the solar energy system.

(4) Amount of federal income tax credit for the solar energy system.

(5) Amount of lowa tax credit to be reserved.

b.  If the application is approved, the department will send a letter to the taxpayer reserving the
amount of the tax credit and providing a tax credit certificate number. The solar energy system tax credit
will be claimed on Form IA 148, Tax Credit Schedule. Any tax credit in excess of the tax liability for
the tax year may be credited to the tax liability for the following ten years or until used, whichever is
the earlier. The taxpayer must attach to any lowa tax return claiming the solar energy system tax credit
federal Form 5695, Residential Energy Credits, if claiming the residential energy credit or federal Form
3468, Investment Credit, if claiming the business energy credit.

If the department receives applications for tax credits in excess of the $1.5 million available, the
applications will be prioritized by the date the department received the applications. If the number of
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applications exceeds the $1.5 million of tax credits available, the department shall establish a wait list
for the next year’s allocation of tax credits and the applications shall first be funded in the order listed on
the wait list. However, if the $1.5 million cap of tax credit is reached for 2016, no applications in excess
of the $1.5 million cap will be carried over to the next year.

ExXAMPLE: A taxpayer submitted an application for a $2,500 tax credit on December 1, 2012, for
an installation that occurred in 2012. The application was denied on December 15, 2012, because the
$1.5 million cap had already been reached for 2012. The taxpayer will be placed on a wait list and
will receive priority for receiving the tax credit for the 2013 tax year. However, if the application was
submitted on December 1, 2016, for an installation that occurred in 2016 and the $1.5 million cap had
already been reached for 2016, no tax credit will be allowed for the 2017 tax year.

c. A taxpayer who is eligible to receive a renewable energy tax credit provided in rule
701—42.28(422) is not eligible for the solar energy system tax credit.

42.48(4) Allocation of tax credit to owners of a business entity. If the taxpayer claiming the tax credit
based on a percentage of the federal energy credit under Section 48 of the Internal Revenue Code is a
partnership, limited liability company, S corporation, estate or trust electing to have income taxed directly
to the individual, the individual may claim the tax credit. The amount claimed by the individual shall be
based upon the pro rata share of the individual’s earnings of the partnership, limited liability company,
S corporation, estate or trust. The maximum amount of credit available to a partnership, limited liability
company, S corporation, estate or trust shall be limited to $15,000 for a single tax year.

This rule is intended to implement 2012 lowa Acts, Senate File 2342, section 7.

ITEM 2. Adopt the following new rule 701—52.44(422):

701—52.44(422) Solar energy system tax credit. For tax years beginning on or after January 1, 2012,
a solar energy system tax credit is available for business property located in lowa.

52.44(1) Property eligible for the tax credit. The following property located in Iowa is eligible for
the tax credit:

a. Equipment which uses solar energy to generate electricity, to heat or cool (or to provide hot
water for use in) a structure, or to provide solar process heat (excepting property used to generate energy
for the purposes of heating a swimming pool) and which is eligible for the federal energy credit as
described in Section 48(a)(3)(A)(i) of the Internal Revenue Code.

b.  Equipment which uses solar energy to illuminate the inside of a structure using fiber-optic
distributed sunlight and which is eligible for the federal energy credit as described in Section
48(a)(3)(A)(i1) of the Internal Revenue Code.

52.44(2) Calculation of credit. The credit is equal to the sum of the following federal tax credits:

a.  Fifty percent of the federal energy credit provided in Section 48(a)(2)(A)(i)(I) of the Internal
Revenue Code.

b.  Fifty percent of the federal energy credit provided in Section 48(a)(2)(A)(1)(I1I) of the Internal
Revenue Code.

The amount of tax credit claimed by a taxpayer related to paragraphs 52.44(2) “a” and “b” cannot
exceed $15,000 for a tax year.

The federal energy tax credit for solar energy systems is currently allowed for installations that are
completed on or before December 31, 2016. Therefore, the lowa tax credit will be available for the 2012
to 2016 tax years for installations completed on or before December 31, 2016. The solar energy system
must be installed on or after January 1, 2012, to qualify for the lowa credit. If the taxpayer installed a
solar energy system and initially reported the federal tax credit for a tax year beginning prior to January
1, 2012, no Iowa credit will be allowed.

ExAMPLE: A taxpayer reported a $9,000 energy credit on the 2011 federal return due to an installation
of a solar energy system that was completed in 2011. The taxpayer applied $4,000 of the credit on the
taxpayer’s 2011 federal return since the federal tax liability was $4,000. The remaining $5,000 of federal
credit was applied on the 2012 federal return. No credit will be allowed on the 2012 Iowa return since
the installation was completed before January 1, 2012.
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52.44(3) Application for the tax credit. No more than $1.5 million of tax credits for solar energy
systems are allowed for each of the tax years 2012 to 2016. The $1.5 million cap also includes the solar
energy system tax credits provided in rule 701—42.48(422) for individual income tax. Credits will be
reserved on a first-come, first-served basis.

a. In order to reserve the tax credit, a taxpayer must complete an application for the solar energy
tax credit. The application must contain the following information:

(1) Name, address and federal identification number of the taxpayer.

(2) Date of installation of the solar energy system.

(3) Copies of invoices or other documents showing the cost of the solar energy system.

(4) Amount of federal income tax credit for the solar energy system.

(5) Amount of lowa tax credit to be reserved.

b.  If the application is approved, the department will send a letter to the taxpayer reserving the
amount of the tax credit and providing a tax credit certificate number. The solar energy system tax credit
will be claimed on Form IA 148, Tax Credit Schedule. Any tax credit in excess of the tax liability for
the tax year may be credited to the tax liability for the following ten years or until used, whichever is the
earlier. The taxpayer must attach federal Form 3468, Investment Credit, to any lowa tax return claiming
the solar energy system tax credit.

If the department receives applications for tax credits in excess of the $1.5 million available, the
applications will be prioritized by the date the department received the applications. If the number of
applications exceeds the $1.5 million of tax credits available, the department shall establish a wait list
for the next year’s allocation of tax credits and the applications shall first be funded in the order listed on
the wait list. However, if the $1.5 million cap of tax credit is reached for 2016, no applications in excess
of the $1.5 million cap will be carried over to the next year.

ExXAMPLE: A taxpayer submitted an application for a $2,500 tax credit on December 1, 2012, for
an installation that occurred in 2012. The application was denied on December 15, 2012, because the
$1.5 million cap had already been reached for 2012. The taxpayer will be placed on a wait list and
will receive priority for receiving the tax credit for the 2013 tax year. However, if the application was
submitted on December 1, 2016, for an installation that occurred in 2016 and the $1.5 million cap had
already been reached for 2016, no tax credit will be allowed for the 2017 tax year.

c. A taxpayer who is eligible to receive a renewable energy tax credit provided in rule
701—52.27(422) is not eligible for the solar energy system tax credit.

52.44(4) Allocation of tax credit to owners of a business entity. 1f the taxpayer claiming the tax credit
based on a percentage of the federal energy credit under Section 48 of the Internal Revenue Code is a
partnership, limited liability company, S corporation, estate or trust electing to have income taxed directly
to the individual, the individual may claim the tax credit. The amount claimed by the individual shall be
based upon the pro rata share of the individual’s earnings of the partnership, limited liability company,
S corporation, estate or trust. The maximum amount of credit available to a partnership, limited liability
company, S corporation, estate or trust shall be limited to $15,000 for a single tax year.

This rule is intended to implement Iowa Code section 422.33 as amended by 2012 lowa Acts, Senate
File 2342, section 8.

[Filed 9/12/12, effective 11/7/12]
[Published 10/3/12]
EDITOR’S NOTE: For replacement pages for IAC, see IAC Supplement 10/3/12.



